ABSTRACT
INTRODUCTION
ome revenues, expenses, gains, and losses under both Generally Accepted Accounting Principles, and International Financial Reporting Standards are excluded from the computation of net income on the income statement. These items have not been realized, but they are listed after net income on the income statement. These items such as foreign currency translation gains or losses, gains and losses on derivatives, unrealized holding gains or losses on available for sale securities, pension plan gains or losses, and pension prior service costs or credits, are called components of other comprehensive income. The purpose of reporting it as stated by Financial Accounting Standard Board (FASB) is "to report a measure of all changes on an entity that result from recognized transactions and other economic events of the period other than transactions with the owners in their capacity as owners." Prior to June 2011, FASB allowed companies to present the components of other comprehensive income in two separate statements, in a single continuous statement of comprehensive income or disclosed in the statement of changes in stockholder's equity. However, the FASB in its update in June 2011 eliminated the last option to improve the consistency, comparability, and transparency.
The FASB, in its update, pointed out that reporting comprehensive income coupled with appropriate disclosure and other information in the financial statements may assist readers in assessing a company's performance, and its future cash flows. The FASB cautioned that although the comprehensive income amount is a useful number, the disclosure of information about the components of other comprehensive income is needed in order to better understand an entity's performance and its future cash flows. Information, thus, about the components of comprehensive income provides more useful information than total comprehensive income. For example, the literature on value relevance U.S.A and U.K suggests that S Y. Jahmani et al | AT ♦ Vol. 9 ♦ No. 1 ♦ 2017 other comprehensive is not value-relevance especially when it is not separately disclosed in financial statement (Cheng et al. 1993, Pope and O, Hanlon 1999) .
The purpose of this research is to investigate whether comprehensive income, as well as other comprehensive income and its components, have the value relevance. The rest of the paper is organized as follows: Section two covers prior literature review. Section three covers the hypotheses, data collection, and the models. The results are discussed in section four, and the conclusion is in the last section.
LITERATURE REVIEW
Research on value relevance is motivated by the fact that investors and other financial users rely on financial statements to make informative decisions. The financial information must be relevant and reliable in order to be useful. The financial information is relevant if it influences the user's decision and reliable if, users depend on representing the economic event faithfully. The firm value is reflected by what the market perceived about the company's present and future performance. Accounting information contributes significantly to that perception.
Breif and Zarowin (1999) compared valuation models that include price to book value and earnings, and price to book value and dividends using USA data from 1978 to 1997. Their results suggest that the variables, book value, and dividends have almost the same explanatory power as book value and earnings. Moreover, for firms with transitory earnings, dividends have greater explanatory power than earnings and book value and earnings have the same explanatory power as book value and dividends. When earnings are transitory, and book value is a poor indicator of value, dividends have the greatest explanatory power of the three variables. The latter result is confirmed again in statistical tests using holdout samples.
Since many firms do not distribute dividends, many studies investigated the value relevance of earnings per share, the book value per share, and cash flows. Many researchers found that the most important pieces of financial information are earnings per share (EPS) and book value (e.g., Dechow, 1994; Cheng et al., 1996; Holthousen and Watts, 2001; Choi et al., 2006; Kwon, 2009) . Although cash flows is an important piece of information, it fails to contribute significantly to the firm value due to the inherent problem of matching and timing problems (Barth et al., 1998; Collins et al., 1999) . They documented that the explanatory power of earnings per share and book value variables systematically varies across industries. Ferraro and Veltri (2012) indicated that marketable security adjustment is the only other comprehensive income component that improves the association between income and returns. Biddle and Choi (2006) found that comprehensive income dominates the informational purpose of income and should be disclosed separately from other income components. In a study conducted by Khan, Bradbury, and Courtenay (2014) , the results suggest that there is a positive association between stock price and market returns, as well as assets revaluation reserves, and available-for-sale securities. Rees and Shane (2012) indicate that the reporting of comprehensive income by valuation models requires clean surplus.
At the international level, studies vary in their degree in considering whether comprehensive income is relevant and the strength of the relativeness. In New Zealand, Cahan, Courtenay, Gronewoller, and Upton (2000) argue that comprehensive income contained a relevant value when determining the currency translation reserve for companies. Caha et al. (2000) , Isidro et al. (2006) report no incremental information content for comprehensive income components. Researchers did not consider relevant value in all aspects of the comprehensive income and the firms. For example, Brimble and Hodgson (2004) did not find evidence of value relevance for a sample of companies in Australia. Kanagaretnam, Mathieu, and Shehata (2009) found that comprehensive income is more value relevant than net income for Canadian corporations and available-for-sale and cash flow hedge components are associated with price and market returns. In Japan, the result of Kubota, Suda, and Takehara (2009) suggests that net income is the most dominant income, but other comprehensive income is more informative. Abayadeera (2010) examined the value relevance of financial and non-financial information in high-tech firms. The results showed that book value was the most significant factor and those earnings were the least significant factor in deciding firm value in high-tech industries in Australia. Duran et al. (2007) tested the value relevance of Ohlson model (1995) using Mexican data. Their sample consisted of 145 companies listed in the Mexican stock market from 1991 to 2003 (1,046 firm-year observations). They found that the model with operating cash flow per share provides extra information and better statistics than the original Ohlson model. Brimble and Hodgson (2007) investigated the value-relevance of earnings and book value information on the Australian Stock Exchange from 1974 to 2001. They found the value relevance of earnings, book value, and combined variables were low being 0.10, 0.09 and 0.16 percent respectively. Moreover, they documented that explanatory power for small firms is much higher than for large companies. Bartov et al. (2005) investigated the effect of adoption of International Accounting Standards (IASs) for a sample of 37 German firms using a linear pricing model. They employed a pre-post design and found an increase in the value relevance of earnings on switching from the German GAAP to IASs. Hung and Subramanyam (2007) examined the value relevance of re-statement differences for 80 firms adopted IASs early in Germany. They found that both the value relevance of EPS and book value per share decreased after the switch to the IASs. Filip (2010) also tested the impact of the mandatory IFRS adoption in Romania, and the results showed an increase in the value relevance of earnings post-IFRS implementation.
Other researchers tested the value relevance of environmental and corporate social responsibility using different valuation models in different developing countries, such as Sweden (Hassel et. al. 2005) , Spain (Moneva and Cueller 2009) , and Finland (Schadewitz and Niskala, 2010) . The results of their research were mixed. Schadewitz and Niskala (2010) and Hassel et al. (2005) provided evidence that corporate social responsibility has value relevance. Moreover, Dhaliwal et al. (2011) found a positive effect of corporate social responsibility on the cost of capital under certain conditions. On the contrary, Moneva and Ortas (2008); and Murray et al. (2006) found no such evidence. Jones et al. (2007) examined the relation between abnormal return and sustainability disclosure by large Australian firms. Their result showed that corporate social responsibility is relevant but weakly associated with abnormal returns.Based on the viewpoints of FASB on its update of other comprehensive income and its components, we hypothesize the following:
Hypothesis-1 Disclosure of comprehensive income has value relevance. Hypothesis-2 Disclosure of Other comprehensive income has value relevance. Hypothesis-3 Disclosure of components of other comprehensive income has value relevance.
DATA AND METHODOLOGY
Data for S&P 500 for 2014 are obtained from Compustat for financial statements variables such as share prices, book value per share net income, other comprehensive income, derivatives, hedging, gains, and losses from available for sale securities and comprehensive income. Share prices are obtained three months after financial year-end. Data from financial and insurance companies are excluded due to their unique characteristics as regulated industries. The final number of firms in the sample is 446. The research hypotheses in the study are whether comprehensive income, other comprehensive income, and the components of comprehensive income have value relevance. The pricing model developed by Ohlson (1995) and decomposition model derived by Theil (1971) were used to investigate changes in the value relevance of earnings, book value, and the components of other comprehensive income. The relationship between the independent variables and the dependent variables (book value and earnings) can be expressed in a linear regression (Olson 1995) as follows:
Where: Pit = the share price of firm i three months after the end of fiscal year t. BVit = the book value per share of firm i at the end of fiscal year t. INit = the net income of firm i at the end of fiscal year t. ɛit = other value relevant information of firm i at the end of fiscal year t.
Since we investigate the value relevance of the comprehensive income, the net income is replaced with comprehensive income in the following function.
Where Comototal = total comprehensive income of firm i at end of fiscal year t. Since the earning per share is one of the most important pieces of information that the investment community is interested in, we included earnings per share in Eq. (3) as follows:
The FASB indicated that "the information about components that make up the comprehensive income is needed to understand better an entity's activities and future cash flows." 
Where:
Hedgingit : Hedging variable of the firm I three months after the end of fiscal year t.
Derivativesit : Derivatives variable of the firm I at the end of fiscal year t.
SecuritiesGLit : "Gains and losses from available for sales Securities" variable of the firm I at the end of fiscal year t.
RESULTS AND DISCUSSIONS
The purpose of this research is to test whether comprehensive income or its components have value relevance. The coefficient of book value is significant while the coefficient of net income is insignificant suggesting that disclosure of net income does not contribute to company value. Net income is not a good indicator of company performance as it ignores the company size. When net income is replaced with comprehensive income (equation 2), the change in (R 2 ) value is insignificant suggesting that the value relevance for both comprehensive income and net income are the same while F-test is approximately 0.92 which is significant (Table 3 , panel A). Panel B in Table 3 shows that the t-test of the coefficient of the variables in the model. The result of t-test for comprehensive income is insignificant being 0.59, and the R 2 equals 0.293 which is the same as net income suggesting that the comprehensive income has no value relevance. Perhaps, the reason is that companies disclose net income and comprehensive income at the same time. Therefore, the first hypothesis that the comprehensive income has value relevance is rejected. When net income is replaced with earnings per share and other comprehensive income, the model improves significantly (Table 4, Table 2 , and t-test of earnings per share in regression shows that the earnings per share have incremental value more than net income as the computation of earnings per share control for firm size. Three components of other comprehensive income separately included in the model to replace other comprehensive income: derivative, hedging, and gains and losses from available for sale securities. Data on the components of other comprehensive income other than those are not available. Therefore we exclude them from our analysis. Panel A in Table 5 shows the regression results of adding derivatives to the model. R 2 is 0.64 compared with 0.504 in Table 4 for other comprehensive income, indicating that disclosure of derivatives has value relevance although t-test for derivatives is insignificant in panel B Table 5 . However, the t-test is not meant to test a large sample. F-test for the whole regression is 248. When derivatives variable is replaced with hedging variable, the R 2 is 0.64 suggesting that hedging gains and losses have value relevance, (Table 6 panel A). The t-test for hedging is 0.526, which is not significant on Table 7 panel B. However, the result of F-test for the whole regression is significant being 92.68. In equation (6) we replaced hedging with gains and loss from available for sale securities. The R 2 value decreases to 0.49, (Table 8 panel A) . The result of t-test is insignificant, but F-test is significant Table 7 , panel B). This is due to the fact that the data points for this variable are limited. Based on the test result, the third hypothesis that the components of other comprehensive income have value relevance is accepted. Therefore, the components of other comprehensive income provide useful information to investors that affect the company value.
When hedging, derivatives, and securities GL variables are added to the equation (7), the R 2 value does increase to 0.639 Table 8 panel A. F-test for the whole regression is approximately 0.66 which significant. Therefore, disclosing more than one component of the other comprehensive income has no incremental value. Moreover, the Panel B in Table 8 shows that the t-test results of both of derivatives and hedging are insignificant.
CONCLUSION
The purpose of the study is to test the value relevance of other comprehensive income, and its components and comprehensive income. Data of S&P 500 for 2014 are obtained from Compustat for financial statement variables such as net income, book value per share, comprehensive income, other comprehensive income and its components, hedging, derivatives, and gains and losses from available for sale securities. Based on Ohlson model (1995) and decomposition model derived by Theil (1971) , seven functions were derived for testing the hypotheses. The results suggest the other comprehensive income and its components have value relevance, but comprehensive income has no value relevance. The findings of this research support the FASB position on the subject and provide empirical evidence. The limitation of this research is that it focused on S&P 500 only and therefore, results may not apply to other companies. Future research may investigate the value relevance of goodwill impairment, and other intangible assets with unlimited useful lives.
